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(i) A financial related audit (as de-
fined in the Government Auditing 
Standards, GPO Stock #020–000–00–265–
4) of a particular award in accordance 
with Government Auditing Standards, 
in those cases where the recipient re-
ceives awards under only one HHS pro-
gram; or, if awards are received under 
multiple HHS programs, a financial re-
lated audit of all HHS awards in ac-
cordance with Government Auditing 
Standards; or 

(ii) An audit that meets the require-
ments contained in OMB Circular A–
133. 

(2) Commercial organizations that re-
ceive annual HHS awards totaling less 
than OMB Circular A–133’s audit re-
quirement threshold are exempt from 
requirements for a non-Federal audit 
for that year, but records must be 
available for review by appropriate of-
ficials of Federal agencies. 

[59 FR 43760, Aug. 25, 1994, as amended at 61 
FR 11746, Mar. 22, 1996; 61 FR 15564, Apr. 8, 
1996; 62 FR 41878, Aug. 4, 1997; 62 FR 45939, 
45945, Aug. 29, 1997]

§ 74.27 Allowable costs. 
(a) For each kind of recipient, there 

is a particular set of Federal principles 
that applies in determining allowable 
costs. Allowability of costs shall be de-
termined in accordance with the cost 
principles applicable to the entity in-
curring the costs. Thus, allowability of 
costs incurred by State, local or feder-
ally-recognized Indian tribal govern-
ments is determined in accordance 
with the provisions of OMB Circular A–
87, ‘‘Cost Principles for State and Local 
Governments.’’ The allowability of 
costs incurred by nonprofit organiza-
tions (except for those listed in Attach-
ment C of Circular A–122) is determined 
in accordance with the provisions of 
OMB Circular A–122, ‘‘Cost Principles 
for Nonprofit Organizations’’ and para-
graph (b) of this section. The allow-
ability of costs incurred by institutions 
of higher education is determined in 
accordance with the provisions of OMB 
Circular A–21, ‘‘Cost Principles for 
Educational Institutions.’’ The allow-
ability of costs incurred by hospitals is 
determined in accordance with the pro-
visions of appendix E of this part, 
‘‘Principles for Determining Costs Ap-
plicable to Research and Development 

Under Grants and Contracts with Hos-
pitals.’’ The allowability of costs in-
curred by commercial organizations 
and those nonprofit organizations list-
ed in Attachment C to Circular A–122 is 
determined in accordance with the pro-
visions of the Federal Acquisition Reg-
ulation (FAR) at 48 CFR part 31, except 
that independent research and develop-
ment costs are unallowable. 

(b) OMB Circular A–122 does not 
cover the treatment of bid and proposal 
costs or independent research and de-
velopment costs. The following rules 
apply to these costs for nonprofit orga-
nizations subject to that Circular. 

(1) Bid and proposal costs. Bid and pro-
posal costs are the immediate costs of 
preparing bids, proposals, and applica-
tions for Federal and non-Federal 
awards, contracts, and other agree-
ments, including the development of 
scientific, cost, and other data needed 
to support the bids, proposals, and ap-
plications. Bid and proposal costs of 
the current accounting period are al-
lowable as indirect costs. Bid and pro-
posal costs of past accounting periods 
are unallowable in the current period. 
However, if the recipient’s established 
practice is to treat these costs by some 
other method, they may be accepted if 
they are found to be reasonable and eq-
uitable. Bid and proposal costs do not 
include independent research and de-
velopment costs covered by paragraph 
(b)(2) of this section, or pre-award costs 
covered by OMB Circular A–122, At-
tachment B, paragraph 33 and 
§ 74.25(d)(1). 

(2) Independent Research and Develop-
ment costs. Independent research and 
development is research and develop-
ment which is conducted by an organi-
zation, and which is not sponsored by 
Federal or non-Federal awards, con-
tracts, or other agreements. Inde-
pendent research and development 
shall be allocated its proportionate 
share of indirect costs on the same 
basis as the allocation of indirect costs 
to sponsored research and develop-
ment. The cost of independent research 
and development, including their pro-
portionate share of indirect costs, are 
unallowable.
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